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China Pacific Insurance (2601 HK) S

BUY (Maintain)

Potential GDR issuance unlocks global access

Target Price HK$37.12
(Previous TP HK$37.12)
Up/Downside +28.4%
What’s new? Market responded negatively to CPIC’s plan to issue GDR, Current Price HK$28.90

for fear of potential discount of GDR pricing to its A-share and likely share
dilution after 120 days of listing when GDRs are allowed to be converted into
A shares. Adding to uncertainty is the resignation of President HE Qing due
to work arrangement, who will become Head of Guotai Junan Securities.
CPIC’s A/H share price declined 2.7%/4.3%, respectively, on 24 Sep.

While the above are indeed risk factors, we think investors should not
over-react because 1) listing details have not been determined, still waiting
for regulatory approval. Offer size and pricing will be contingent on market
environment at the time of listing. Moreover, discount to A-shares does not
necessarily imply discount to H-shares because of ~30% H-to-A discount; 2)
conversion into A shares, or arbitrage is allowed theoretically, but could
prove difficult in reality. HTSC’s GDR will not offer a precedent to judge from
until Oct, i.e. 120 trading days after its debut on 20 Jun 2019; 3) work
arrangement and entrepreneur rotation is quite normal in SOEs. Chairman
Kong Qingwei will be in charge temporarily to make smooth transition.

Potential issuance of GDR implies at least the following catalysts, all
boding well for long-term development. 1) To establish global footprint
and be acknowledged by global investors. If the issuance of GDR is well
accepted by global investors, it will also boost value of the Company’s H-
share. 2) To jumpstart and promote internationalization of the Company. 3)
To pilot Shanghai’'s SOE reform and financial sector opening-up.

Will also capture opportunities in Shanghai and Yangtze River Delta.
Besides a potential GDR listing, we think the Company will also benefit from
1) Shanghai’s deepening opening-up to global investors and enterprises.
The City has recently expanded the Pilot Free Trade Zone to embrace the
Lingang New Area; and 2) further integration of the Yangtze River Delta.
Regional development plans will present business opportunities in pensions,
alternative investment and etc. for CPIC, which is headquartered and
deeply-rooted in Shanghai and the YTD.

CPIC as sector top pick. The H-share is now trading at 0.63x FY19E P/EV
with ~6% dividend vyield. Market overreaction to potential GDR issuance
offers good opportunities to accumulate. Maintain BUY and TP at HK$37.12.

Earnings Summary

(YE 31 Dec) FY17A  FY18A FY19E FY20E FY21E
GWP (RMB mn) 281,644 321,895 349,515 378,174 408,011
YoY growth (%) 20.4 14.3 8.6 8.2 7.9
Total income (RMB mn) 319,405 353,103 385533 417,928 450,786
Net profit (RMB mn) 14,662 18,019 27,922 31,170 31,795
EPS (RMB) 1.62 1.99 3.08 3.44 3.51
YoY Growth (%) 21.65 22.90 54.96 11.63 2.00
P/B (x) 1.71 1.57 1.39 1.26 1.16
PIEV (x) 0.82 0.70 0.63 0.58 0.53
Yield (%) 3.08 3.86 5.97 6.67 6.80
ROE (%) 10.89 12.55 17.52 17.52 16.33

Source: Company data, CMBIS estimates
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Stock Data
Mkt Cap (HK$ mn) 326,195
Avg 3 mths t/o (HK$ mn) 481.96
52w High/Low (HK$) 34.75/24.20
Total Issued Shares (mn) 2,775 (H)
6,287 (A)
Source: Bloomberg
Shareholding Structure
Shenergy (Group) 14.19%
Fortune Investment 14.17%
Source: HKEXx
Share Performance
Absolute Relative
1-mth -12.0% -12.1%
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Financial Summary

Income Key ratios
YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E
Gross written premium 281,644 321,895 349,515 378,174 408,011 Group (%)
Incl: Life GWP 175,628 202,414 218,376 235,232 252,204 Total GWP growth 20.4 14.3 8.6 8.2 7.9
P&C GWP 104,614 117,808 131,140 142,942 155,807 Total income growth 20.0 10.6 9.2 8.4 7.9
Net premiums earned 263,554 299,724 323,739 350,135 377,375 Net profit growth 21.6 22.9 55.0 11.6 2.0
Investment income 52,657 49,999 58,232 63,941 69,260 EV growth 16.4 17.5 11.1 9.0 8.2
Total income 319,405 353,103 385,533 417,928 450,786 Net investment yield 5.4 4.9 45 45 45
Total investment yield 5.4 4.6 45 45 45
Insurance claims and reserves  (210,130)  (226,444) (248,118) (267,277) (287,237) Investment assets growth 14.8 141 11.9 7.9 8.7
Other operating expenses (88,247) (98,986) (107,328) (104,229) (116,213) Life (%)
Total expenses (298,377)  (325,430)  (355,447) (371,507) (403,450) GWP growth 27.9 15.3 7.9 7.7 7.2
Agent FYRP growth 31.2 9.7) (8.0) 2.0 3.0
Associates and JVs 74 335 451 474 497 NBV growth 40.3 15 3.4) 2.0 3.0
Pre-tax profit 21,102 28,008 30,537 46,894 47,834 NBV margin (NBV/agent APE) 56.5 63.2 66.4 66.4 66.4
Life comprehensive solvency 2453 260.8 259.7 260.8 255.7
Income tax (6,111) (9,574) (1,972) (15,006) (15,307) P&C (%)
Less: Minority interests (329) (415) (643) (718) (732) GWP growth 8.8 12.6 11.3 9.0 9.0
Net profit 14,662 18,019 27,922 31,170 31,795 Auto GWP/total P&C 78.2 74.7 710 67.5 64.7
Loss ratio 59.9 56.3 56.3 56.3 56.3
Expense ratio 38.9 42.1 42.1 42.1 42.1
Balance sheet
YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E Combined ratio 98.8 98.4 98.4 98.4 98.4
Investment assets 1,081,282 1,233,222 1,379,836 1,488,970 1,618,152 P&C comprehensive solvency 267.4 305.9 302.4 300.0 296.4
other assets 89,942 102,737 101,052 139,200 157,362
Total assets 1,171,224 1,335,959 1,480,888 1,628,169 1,775,514 Returns (%)
Life RoEV 24.8 24.7 16.7 15.9 15.4
Insurance liabilities 858,507 981,926 1,112,771 1,240,808 1,371,315 P&C ROE 10.7 10.0 16.7 15.7 13.9
Subordinated debt & others 171,598 199,985 193,924 195,103 194,852
Total liabilities 1,030,105 1,181,911 1,306,694 1,435,911 1,566,168 Per share
EPS (RMB) 1.62 1.99 3.08 3.44 3.51
Shareholders' equity 137,498 149,576 169,210 186,558 202,914 DPS (RMB) 0.80 1.00 1.55 1.73 1.76
Minority interest 3,621 4,472 4,983 5,701 6,432 EVPS (RMB) 31.58 37.09 41.22 44.94 48.60
Total equity 141,119 154,048 174,194 192,258 209,346 BVPS (RMB) 15.17 16.51 18.67 20.59 22.39

Source: Company data, CMBIS estimates
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Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst
in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve
as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Securities Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors.
CMBIS does not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives,
financial position or special requirements. Past performance has no indication of future performance, and actual events may differ materially from
that which is contained in the report. The value of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a
result of their dependence on the performance of underlying assets or other variable market factors. CMBIS recommends that investors should
independently evaluate particular investments and strategies, and encourages investors to consult with a professional financial advisor in order to
make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of
CMBIS or its affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security
or any interest in securities or enter into any transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants, directors, officers
or employees shall be liable for any loss, damage or expense whatsoever, whether direct or consequential, incurred in relying on the information
contained in this report. Anyone making use of the information contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available
and reliable. CMBIS has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness.
CMBIS provides the information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice.
CMBIS may issue other publications having information and/ or conclusions different from this report. These publications reflect different assumption,
point-of-view and analytical methods when compiling. CMBIS may make investment decisions or take proprietary positions that are inconsistent
with the recommendations or views in this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself
and/or on behalf of its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business
relationships with the companies in this report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect
the objectivity of this report and CMBIS will not assume any responsibility in respect thereof. This report is for the use of intended recipients only
and this publication, may not be reproduced, reprinted, sold, redistributed or published in whole or in part for any purpose without prior written
consent of CMBIS.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (l)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion)
Order 2005 (as amended from time to time)(“The Order”) or (Il) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies,
Unincorporated Associations, etc.,) of the Order, and may not be provided to any other person without the prior written consent of CMBIS.

This report is intended for distribution in the United States to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities
Exchange Act of 1934, and may not be furnished to any other person in the United States. Each major US, institutional investor that receives a copy
of this research report by its acceptance hereof represents and agrees that it shall not distribute or provide this research report to any other person.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser
as defined in the Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute
reports produced by its respective foreign entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of
the Financial Advisers Regulations. Where the report is distributed in Singapore to a person who is not an Accredited Investor, Expert Investor or
an Institutional Investor, as defined in the Securities and Futures Act (Cap. 289) of Singapore, CMBISG accepts legal responsibility for the contents
of the report to such persons only to the extent required by law. Singapore recipients should contact CMBISG at +65 6350 4400 for matters arising
from, or in connection with the report.
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